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Introduction

This report provides a brief his

t a
comonly defined as a program of f r a

nd anal ysi
| transfer

impose specific or categorical spending requirer
States implemented a GRS progrdm8ibn 1972 that e x
Congress |l ooked t o otnhcee bbywgfoannee o(®R S opnr odgersaingned t o
fiscal F¥2002Hd0BYZ2004 state budget shortfalls (§
respecBomel gybservers have aruiggg sppreodg rtahm tt lma tr epvre m
states with grants to f oriens t2afi0l9 & @tewmadfimegolcut s ar
actions by states and.pfflhedudbadgedt gmatse &f otve dallse st
$31.0 billionoffdaYVabhlde foecimdei¥dsidnat ed to® be $64. 7
An examination of the GRS program that existed f
historical perspective 1if policy maS%ed hewEresto
sectiona pboivaifdesver view of GRS as authorized by
Act of 1957122 ,( Pt.hLe. 19272 Act )*Thed stkontdhseete otme man
the economic rationale for GRS. Thts thegsdi Beetuc
for stimul uss eocfo ntohfey innactlidodnd n g esti mated distribu
on the origi.nalAlpgGeRiPdribxw i cheka a more detailed 1 egi:s
GRS program created by the 1972 Act and its thre

Background on General Revenue

General revenue sharing (GRS) i1is typically defir
local governments. These grants are intended to |
spending flexibility. The total rloomtwed®mdount i s
and allocated to the recipientexgpolviecrintmieyn tisd ebnyt iffc
primary tool -¢tychroal dessioumaeece. The GRS progra
exemplifies how a GRS program can wor k.

Amount

Over theyatmobkifdéSof the GRS programs(1972
transferred from the federal government to
magnitude of assistalndxiel (tiowdm2y0 0 Baopdplr dolxni ensadt etloy b$e3
distributed ovFablpdro voiedxt HEtwaedresd. i nfor mat
periods for the GRS grants (as provided for
nominal dollarsX8dehllaadj)usThd TadbRfeodrt8e2a0)p be v

1 Aggregate state deficit data are from the National Conference of State Legis@tate®udget Update: April 2003
pp. 1:2.

t hr ou

stat ¢
1 on
in t
1 ded

2The business cycle has peaks and troughs. Fiscal policy and monetary policy are used together to attenuate the size of

those peaks and troughs to stabilize the economy. These acti@asiatercyclical. In contrastpro-cyclical fiscal and
monetary actins magnify the peaks and troughs, thus destabilizing the economy.

3 State cumulative deficit data, not including Puerto Rico, are from the National Conference of State LegBtatares,
Budget Update:November 2008 6.

4 For a more detailed description of the 1972 Act, see U.S. Congress, Joint Committee on Internal Revenue Taxation,
General Explanation of the State and Local Fiscal Assistance Act and the F8timiTax Collection Act of 1972
committee print, 9% Cong, February 12, 1973, (Washington: GPO, 1973).
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hought of as the r ve value of a
1

t o el ati

a § commitment in 193208omitdmbth 2Q@i v
Table 1. GRS Transfers Made Through the State and Local Fiscal Assistance Act of
1972 and Subsequent Extensions

commit ment

alent t o

Amount Entitled b

(in $ millions)
Entitlement Period Datesa
1972 2008
($ nominal) ($ current)
Original 1972 Act (P.L. 92 -512)
Period 1 Januaryl, 1972 to June 30, 1972 $2,6500 $13,467.14
Period 2 July 1, 1972 to December 31, 1872 $2,650.0 $13,467.14
Period 3 Jan. 1, 1973 to June 30, 1973 $2,988.0 $15,184.83
Period 4 July 1, 1973 to June 30, 1974 $6,050.0 $30,745.72
Period 5 July 1, 1974 to June 30, 1975 $6,200.0 $31,508.01
Period 6 July 1, 1975 to June 30, 1976 $6,350.0 $32,270.31
Period 7 July 1, 1976 to December 31, 1976 $3,325.0 $16,897.44
Total January 1, 1972 to December 31, 1976 $30,213.0 $153,540.59
1976 Extension ( P.L. 94-488)
Period 8 January 1, 1977 to September 30, 1977 $4,988.0 $18,621.72
Period 9 October 1, 1977 to September 30, 1978 $6,850.0 $25,573.13
Period 10 October 1,1978 to September 30, 1979 $6,850.0 $25,573.13
Period 11 October 1, 1979 to September 30, 1980 $6,850.0 $25,573.13
Total January 1, 1977 to September 30, 1980 $25,538.0 $95,341.12
1980 Extension for Local Governments Only ( P.L. 96-604)
Period 12 October 1, 1980 to September 30, 1981 $4,566.7 $11,772.83
Period 13 October 1, 1981 to September 30, 1982 $4,566.7 $11,772.83
Period 14 October 1, 1982 to September 30, 1983 $4,566.7 $11,772.83
Total October 1, 1980 to September 30, 1983 $13,700.1 $35,318.49
1983 Extension for Local Governments Only ( P.L. 98-185)

Period 15 October 1, 1983 to September 30, 1984 $4,566.7 $9,739.77
Period 16 October 1, 1984 to September 30, 1985 $4,566.7 $9,739.77
Period 17 October 1, 1985 to September 30, 1986 $4,566.7 $9,739.77
Total October 1, 1983 to September 30,986 $13,700.1 $29,219.31
Grand Total January 1, 1972 to September 30, 1986 $83,151.2 $313,419.51

Source: Public laws cited in table and CRS calculations.

a. The act was signed into law in October of 1972, thus, retrospective payments were magerfods one

and two, in December 1972 and January 1973, respectively.

b. The adjustment for 2008 dollars was calculated based on the GDP for the year in which the legislation

authorizing the entitlements was passed.
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t p
state and local gover
t

Allocatiba For mu

GRS allocations were
variables: tax effort
population, the large
the grant. More speci
formul a, each state s

eriodsiigmetdhe¢ ol D ghdty WwWeodd odve t he |

nments. The grants 1in subse

after FY1980, only local gover nme:

det
¢
r t
fic
hal

ermined by a formula t ha
eomeurl alt li yo,n ,t haen dg rpeeart ecra ptiht
heapgroaatpedanorwadahtirmascd me .t
ally, section -pla0r6t of t he
Il receive:

an amount which bears the same ratio to the amount appropriated under thatfgection
that period as the amount allocable to that State under subsection (b) bears to the sum of
the amounts allocable to all States under subsection (b)

The ffheceor formula c¢a

a

« pcppSt_LGTEFl st uR“:I st

n be summarized symbolical.l

o

St &bShare oA® UGR-S
((|
«l
31
where:

$L total appropriat

pop™ UGTEF® uRIF*

N

i on,

pop'= populat“lgn of state

perinc'= t ot al per s o‘“la,l

§perind7 :
RIF—St © popus 1
' $ering®

income of state

, or“Lsetdneive income factor, and

© pog™ 1
Staxes' -
GTEF*® —é, or“Lgeataxl effort factor.
I qgt g
@ering' 1
The two ratios 1n the formula, the relative 1ncc
(GTEF), were intended to adjus“dbithgae’gndtetasnll oca

structure.

5 Unlike the federal government, most state and local government fiscal years begin July 1 and end on June 30. The
fiscal year begins in July for 46 states, October for two states (AL and MI), April for one éNY September for one
(TX). Thirty states use an annual budget cycle, while the other 20 use a biennial cycle.

6 An alternative, yet similar,five ar i able formula (the “House” formula) was al
share. Thefivevaira bl e formula included the three mentioned variable
collections. The state chose the formula that produced the largest grant. Tax effort is a measure of taxes as a fraction of

ability to pay. Two states wittihe same ability to pay and the same amount of taxes collected would receive equal tax

effort scores. If a state raised more from the same ability to pay, it would receive a higher tax effort score.
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the state share. Each government withi
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ation formula was criticized for genera
, the “rngmrheanmt sgoareasnemefatesm wi t hin a st af
haring payments, pri mdAcicloyr dbiencga utsoe ao fG A
inequities are created primarily by ¢ti
unds are first #l1located to county geo.eg

emplopupsttiioermhtaeceto allocate a hypothe
nd $20 b on using data for 2007, the
S t €

1111 0
Only tates arTeabdlei gible 1in h

Table 2.Amount Allocated to Each State underThree  -factor GRS Formula with a
Hypothetical $40 billion or $20 billion Appropriation

Hypothetical Hypothetical
Amount Per Amount Per Share of
Appropriated Capita Appropriated Capita Total

United States

$40,000,000,00C $133  $20,000,000,00C $66 100.0%

Alabama
Alaska
Arizona
Arkansas
California

Colorado

655,239,258 142 327,619,629 71 1.6%
167,469,244 245 83,734,622 123 0.4%
888,375,378 140 444,187,689 70 2.2%
632,851,036 223 316,425,518 112 1.6%
5,147,834,274 141 2,573,917,137 70 12.9%
424,406,741 87 212,203,370 44 1.1%

7 The automatic state GRS allocation was discontinued &f1980.
8 All tax calculations were adjusted to exclude taxes collected exclusively for schools.

9 More detail on this critique of the old allocation scheme can be found in the following: U.S. General Accounting
Office, Changes in Revenue Sharing FormWould Eliminate Payment Inequities; Improve Targeting Among Local
GovernmentsGAO Report GGBEB0-69 (Washington: June 10, 1980).

10 GAO, Changes in Revenue Sharing Formula Would Eliminate Payment Inequities; Improve Targeting Among Local
Governmentsp. ii.
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Hypothetical Hypothetical
Amount Per Amount Per Share of
Appropriated Capita Appropriated Capita Total
Connecticut 329,639,452 94 164,819,726 47 0.8%
Delaware 140,471,840 162 70,235,920 81 0.4%
District of Columbia 98,519,716 167 49,259,858 84 0.2%
Florida 1,888,250,62C 103 944,125,310 52 4.7%
Georgia 1,294,620,513 136 647,310,257 68 3.2%
Hawaii 258,975,928 202 129,487,964 101 0.6%
Idaho 272,933,240 182 136,466,620 91 0.7%
lllinois 1,367,390,533 106 683,695,267 53 3.4%
Indiana 995,022,224 157 497,511,112 78 2.5%
lowa 414,481,535 139 207,240,767 69 1.0%
Kansas 401,734,896 145 200,867,448 72 1.0%
Kentucky 809,776,903 191 404,888,451 95 2.0%
Louisiana 658,388,128 153 329,194,064 77 1.6%
Maine 240,866,449 183 120,433,225 91 0.6%
Maryland 538,110,243 96 269,055,122 48 1.3%
Massachusetts 663,722,180 103 331,861,090 51 1.7%
Michigan 1,568,566,845 156 784,283,422 78 3.9%
Minnesota 821,694,702 158 410,847,351 79 2.1%
Mississippi 609,501,167 209 304,750,583 104 1.5%
Missouri 718,970,564 122 359,485,282 61 1.8%
Montana 163,804,358 171 81,902,179 86 0.4%
Nebraska 241,118,211 136 120,559,106 68 0.6%
Nevada 311,095,669 121 155,547,834 61 0.8%
New Hampshire 98,097,359 75 49,048,679 37 0.2%
New Jersey 931,293,104 107 465,646,552 54 2.3%
New Mexico 431,101,215 219 215,550,608 109 1.1%
New York 2,249,948,733 117 1,124,974,367 58 5.6%
North Carolina 1,547,851,601 171 773,925,801 85 3.9%
North Dakota 106,985,489 167 53,492,745 84 0.3%
Ohio 1,616,077,155 141 808,038,578 70 4.0%
Oklahoma 566,761,717 157 283,380,858 78 1.4%
Oregon 489,538,950 131 244,769,475 65 1.2%
Pennsylvania 1,593,887,759 128 796,943,879 64 4.0%
Rhode Island 136,052,254 129 68,026,127 64 0.3%
South Carolina 699,164,119 159 349,582,060 79 1.7%
South Dakota 76,605,487 96 38,302,744 48 0.2%
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Hypothetical Hypothetical
Amount Per Amount Per Share of

Appropriated Capita Appropriated Capita Total
Tennessee 790,127,423 128 395,063,711 64 2.0%
Texas 2,283,543,09C 96 1,141,771,545 48 5.7%
Utah 504,574,062 191 252,287,031 95 1.3%
Vermont 141,549,879 228 70,774,940 114 0.4%
Virginia 851,990,611 110 425,995,306 55 2.1%
Washington 813,963,456 126 406,981,728 63 2.0%
West Virginia 420,725,462 232 210,362,731 116 1.1%
Wisconsin 855,334,223 153 427,667,111 76 2.1%
Wyoming 70,995,002 136 35,497,501 68 0.2%

Source: Table compiled by CRS using 2007 data.
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11 Most research has found that state and local tax regimes are generally more regressive because they rely much more
heavily on sales and property taxes than on income taxes. The sales tax is viewed as a very regressive tax whereas the
property tax habeen cast as mildly regressive. However, some research has found that with a different set of
assumptions, the property tax could be mildly progressive.
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downturns, this rationale played a more prominert
While debating the 1976 extension, Senator Muski

we at the Fedetdevel are trying to speed up economic recovery by cutting taxes, [while]
state and local governments are being forced to raise their own taxes, thus delaying the
impact of the Federal effott.
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including a discussion of how states might use
Magnitude of Affikkildicmpdt &d aRreo Acti on
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any effect on the na€ConfiatencenofmyStpholre cMe g iheaitat
the remaigiarpg BRtY2t080d bOF 1 § odNmo v(eanBbOe@ &) i s appr oxi ma
022% of the U.4t.r iGDP oonf, S$hladr.dl y enough fTohee ffect u:

same NGA study, heodwheovretrfoadlblasi daifomy Mjhec FYAQ et
gaps for DIWHMWSsI mg ea $40. 3 bfidrlei oenn abcutdigreg tshheo rR Y
budget

A otnieme GRS type grant to st Qftiessc atlh aitmbtalloasnecde tohfe
billion and forestalled anticipatlddf6d4$t date spendi
billion could spaalvisdtei mulgmsi.f i Chinst afsisumes ot her

be reduced and the sitmmedi stpelny. the federal grar

The degree of stimulus would be tempered by the
government . Researcth has geary aldl yl shp wonumhtar ans

BEdmund Muskie, “Revenue ShariGgneraliRevenGecShatingandc yclical Assi s
DecentralizationWalter F. Schefer, editor (Norman, OK: University of OklahdPness, May, 1976), p. 72.

14 For more on the relative size of U.S. recessionsC&® Report RL31237he 2001 Economic Recession: How
Long, How Deep, and How Different From the Pasi?Maic Labonte and Gail E. Makinen

15 Congress did enact two relatively small countercyclical assistance progam84369included an authorized
maximum amount of $1.375llon for countercyclical assistance over five quarters, beginning July 1, 1976. The funds
would be released to state and local governments provided certain national economic thresholds weie.tr@sed.

30 contained an extension of the countercyclical aid program, authorizing a maximum of $1 billion for FY1977 and
$2.25 billion for FY1978. No federal funds were spent under either authorization.

16 State cumulative deficilata not including Puerto Ric@re from the NationaConference of State Legislatuyes
State Budget Updat&lovember 2008.6. The GDP data are from U.S. Department of Commerce, Bureau of
Economic AnalysisTablel.1, Gross Domestic Product: Thi@uarter 208.
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translated i'hRoor neexwa mppleen,d iansgs.ume a state has pla
paid with own source tax revenue of $100. Under
federal tgowoeurlndmenmot 1ead to $110 of sspoewnrdcieng. I n
tax revenue $5 and use half the federal grant tc
increase in government spending of $5, not the f

I mpl e momt dtsis ue s

The above discussion assumed that federal spendi
government through states to the designated sper
on this flow. First, stattasgovtvdrnihampt td dimi mindt 5 a
state would use the grant for budget priorities
analysis of these two important 1implementation f
Fiscal Policy Time Lags

Time lags in implemenmptidomeatetoh®EGEdramalvley,fis c
the objective of fiscal policy during a recessioc
term economic stimulus. However, if the stimulus
occurtwheamaconomy has already begun to revive and
case, the st i-aonudIluisc @dlecomd sppssoi bly inflationary.
use fiscal stimulus with cauttiiomnbecause of the
GRS grants may be subject to two time 1ags, thus
policy. The first occurs at the federal 1level wh
stimulus then agree upon tdheandi sée zef arlee dett e mul u
Congress must then agree upon a grant allocatior
equity among jurisdictions and optimal stimulus.
formula include a reamean armsts itsh atn cper dwfi dsedosa t @ s w
states that may have been more fiscally responsi
fairness c¢criterion. However, from a broader macr
l ayofsftsataemdgover nment budget cuttserwo wltd nsueleum .t o
Determining the structure of the allocation sche
delaying initial 1implementation efforts.

The second time llawgelocchhaderaal tdreamsttsbttehat arriv

=
o
=

t avert -csyocmhei coafl tshtea tper caacntdi otnasx ) (ieh egr. e, m abeugd g e t
ates. I f the grahtstartri badtged loadtfd cfiad sF¥DuA .
ntuo the operat@tmg pedpapsfavoFV¥20 mpl ementing
ending cuts that woul9d otherwise begin on July

©n = own

= o
<
a8

“"Edward M. Gramlich and Harvey Galper, “St aBtoekingsnd Local Fi
Papers on Economic Activityol. 1, 1973, p. 15. Gramlich and Galper concluded that between $0.25 and $0.43 of each

$1 of uncondibnal federal transfer became new spending. The remaining $0.57 to $0.75 leaked from the spending

stimulus.

18 For more on the effectiveness of fiscal policy, &S Report RL3083%,ax Cutsthe Business Cycle, and
Economic Growth: A Macroeconomic Analysiy Marc Labonte and Gail E. Makinen

®Note that the 1972 Act GRS allocation scheme included per
tax effort received a largehare. Jurisdictions with loweelativeper capita income, one potential measure of need,
also received a larger share.
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State Budget Options

Wh a t could states do with u

n ional revenue
options for federal grants (

condit

listed in order of s
X 1 ncrgeoavseer amentding,

X reduce taxes (or rescind past tax 1ncreases)
X reduce debt (or not issue more debt ), and/ or
X

contribute to a rainy day dumnd (or not draw

OWU1l —EYZSeZAM™MFL o' .

Increased spending would be the most stimulative
immediately injected into the economy. This opti
empl oyees who wouuglhde dh a vnea ibneteani nfiunrgl oc urrent opera
been reduced, and not scaling back social progra
Theoretically, this fiscal stimulus works best v
through tAThiscmeamy. that each dollar of the fed:
economy the most if the entire dollar 1s spent
stimulative effect of avoided st antdes aocnt it chn ss, S uC
“mul t i pl’iTehru se, f fteocta.c hi eve the greatest stimulus,
should be the first avoided.

The National Conference of State Legislatures (N

categorsipsganatghhra@aitre gi es to reduce or el i9minate bud
Changes in taxes are difficult to 1implement 1in t
TabIel ow | ists the strategies identified by NCSI
implementing thé&seForr&iYeggiléos fewe2@0 state and
likely going to increasfle taxes to help close buc

The spending option for states that would produc
spending BDYRRBWRERVMHgOD\RIIV IXUORXJKV DQG WR D GHJUI
UHWLUHPHRAWULQJ TUHH]HY why this is trmuegtpbconsider
l osses occurred. First, layoffs reduce aggregate
income would fall steeply wuntil they find new jc
though all of the federal spending i1is not entire
empl oyment taxes and income taxes, the stimulat:i
federal gover n‘me pittnhges sesastenteihpllloyaese. goSecament
services are included in GDP, measured economic
resources (workers) lay 1dle. In an environment
these resources woouluds eq utihcrkoluyg hb emaprukte tb aacdlj uts t me n
net job tlhoessseesnegative effects on the economy co

20 SeeCRS Report RL3083%,ax Cuts, the Business Cycle, and Economa@: A Macroeconomic Analysisited
earlier.

22For example, see Laura Mahoney, “California Governor Vet o
De mo c rDaily Fax ReportJanuary 8, 2009, p.-H.
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Table 3. State Strategies to Eliminate FY2003 Budget Gaps

Number of States Proposing or

Strategy Implementing the Strategy
Hiring Freeze 23
Acrossthe-Board Percentage Cuts 20
Travel Bans 16
Other Funds 14
Use Rainy Day Funds 11
Employee Layoffs 10
Delay Capital Projects 10
Salary Freeze 5
Early Retirement 2

Source: 1IDWLRQDO &RQIHUHQFH RI 6WDWH /HJLV G,D,WXddd1i} NovembBrW H % XGJHW 8S
2008.

The saving behavior of potentially separated e mg
effect of avoiding job leasrsleys .r e(t Horwemweenrt, maavyo ipdrion
stimulus than avodfdfisn.g) flufr ltolueg hesmpalnody eleasy ar e ear
are in low—bkikkdlypoasandidats-e {Fiftori sf ulril koeulgyh st hoart 1ta
incomes are ddoiwen ffdhmnstthtte mempl oyees. Research
workers save a smaller porti on®Tohfust, hepirre viemcto meg t
empl oyment separation of |l ow income workers shot

alternative of not offering early retirement

SFURVHRDUGV&EXWY¥ affect a variety of spending pr og
one succinct appraisal. Thet hheoamdl atif vewoefifdctwvao

state to st atse sbpaesneddi nogn ptahtet esrtma.t eAid to local go
uncertain category becaussfoefsdat¢fossngtanesr gdhk
effect of avoiding cuts in local aid would be poc
XUl ZBE ¥948j1S—-1 2721 —E>ZS®Ze

Generally, tax cuts are less stimwiadunte @when di
likely to save some of t hoeri ra vtoaixdetcdntre Aneal wgatdl
be less stimulative than spending increases beca
the reduced tax payment

GYULl ZeZ2EZ1 Z<+1&=£41-"251 S'—¢1 S¢1 z—-

Debt reduction and contributing to a rainy day f
action would be equivalent to an increase 1in put
saving does not stheamufaederahegrzonmomwer & fused to
tobacco revenue, the saving effect would be si1 mi
The combined effect of the various potential 1 es
grants to® dqubfStUlRWdvertheless, one could confide
2JuieAnne Cronin, “U.SnallrAnshyyi DiMetrhdbasliogy,” U.S. Depart

Tax Analysis Paper 85, Sept. 1999, Table 6, p. 16.
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federal grants would not lead to a corresponding
and local governments may spen<gradxi ftdheardfdderal
spending priorities, some portionstofmuthei GRS gr
purposes such as substituting for previously pla
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Appendix. A Brief History and Anal

GRS Legislation

The 1972 Act

TheRSG grants authorized by the State and Local F

were essentially unconditional A trust fund was
dedicated to the trust fund. Evee Bhogghetrh¢ gea
sharing, the legisdrnitdrint d{derpeawdivtdler tabhd i sltarmndd
sent to local governments could be wused. (The gt
could be wused by Itohcea If ogl ol vocRrSridg® Wik € kfpat tabd & s (1)
public safety; (2) environmental protection; (3)
(6) libraries; (7) social services “Orodi ntahrey poor
and ne EFPSEWPOndwduea easl sl hal lgawmend.s could not be u
education

Note that the priority expenditure list was disc
priority expenditure |lhstusehoefl@RS Aot mhs$ ohdns
That restriction was also dropped in the 1976 ¢ x
Congress believed GRS was necessary for a variet
time was the perceived nespodfoirbirliatll ocadgnioni g
changing citizen demands for government services
congressional sentiment behind the 1972 Act that
well 1in the f olhleo wiennga tpea srseapgoer tf raocne otmpanying t he

Today, it is the States, and even more especially the local governments, which bear the
brunt of our more difficult domestic problems. The need for public services has increased
manyfold and their costs are saayi At the same time, State and local governments are
having considerable difficulty in raising the revenue necessary to meet thes costs.

Nixon Administration seemed

o -0 0O o0

d to serve thei™ communities

ication for GRS. Observers
e sh&ring program:

y—g;.
o = O
< v g
o o
=S
(= A ¢

X to stabilize or reduce state

X toecdlentralize government ;

to have a simila

l egisliadteindn,r etmlpea kRrde st h a tp Itahcee (GReSs ppornosgirbainl iwtoy
ctions under Il ocal control and provide 1local

effectively.

r, the shafid pnovheidemefidgdwernment ser vi

at the time cit

and | ocal taxes

X%Section 103 of the “State and Local Fiscal Assistance Act

budget and a capitaludget. Generally, debt cannot be issued for the operating budget.

24U.S. Congress, Senate Conference Report, report to accoidfriy37Q S.Rept. 921050, 929 Cong.

(Washington: GPO, 1972).

%This quote is cited in the following:

Graham Whe Watt, “Th

Annals of the American Academy of Political and Social Scietote419, May 1975. Mr. Watt was Director of the

Office of Revenue Sharing, U.Bepartment of the Treasury.

26Richard P. Nathan, Allen D. Manvel, and Susannah E. CalMiasitoring Revenue SharinVashington, D.C.: The

Brookings Institution, 1975), p. 6.
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X to equalize fiscal conditions between rich a:
X to altets tobveermatli amx system by placing great
taxation (predominantly federal) as opposed
Counteracting cyclical economic problems, such o
sl owing economy, was mnot explicitly mentioned as
However, when the debate began ¢éncd@iddeovpayekteak

potential of revenue sharing apparently became i
arguments were |likely initiated by the relativel
through March 1975.

The 1976 Extension
Thet aS e and Local Fiscal Assistance Act of 1976

with minor modifications. In the Senate report a
the following two 1 dRhapinkl yf orricsoikntgs esecoravpid ceedsn wi ¢ h)
sluggish declining tax bases has meant that Stat
rates and/ darndc‘Wt2c)heopumwiceproblem State and 1ocal
demand for publicthaenvibesavaimaebel el™sopfcrevennt
The Senate report suggested “nohtatonlhy seexrtwenss itom I
the fiscal problems of individual state and | oce
e condmy

The 1976 extension also eliminated the priority
the prohibition on states from using the grants
recognized the fungibility ofialtlooal ofetvtherusepewhi
restrictions. Although the fiscal stimulus featu
extension, the wultimate pur pose -toefr m erveesntureu csthuwrrii
of the intergovernmental transfers.

The desire to use revenue sharing as a countercy
addressed in the 1976 extensionds. abboiWetvaelii,t ptzhee r e
the economy may have arisenitdeseofnGRSrasteughes:t

during the debate Peading up to the extension.

The total size of the extension, $25.5 billion,
owRource tax revenue collected over tfkea FY1977 t
averaged 0.29% of mnational gross -yomespdri od.oduc
’For more, see Edmund Muskie, “Re vee,nGeierd RevenieSharingand Count er

DecentralizationWalter F. Schefer, editor (Norman, OK: University of Oklahoma Press, May, 1976},78. 67

28.S. Congress, Senate Finance Committee, report to accotdgan¥3367 S.Rept. 941207, 94 Cong., Sept. 3,
1976. (Washington: GPO, 1976), p. 4.

29 Around the time the extension was passed, Congress did enact two relatively small countercyclical assistance
programsP.L. 94369included an authorized maximum amount of $1.375 billion for countercyclical assistance over
five quarters, beginning July 1, 1976. The funds would be released to state and locahgat® provided certain
national economic thresholds were cros$ed. 9530 contained an extension of the countercyclical aid program,
authorizing a maximum of $1 billiofor FY1977 and $2.25 billion for FY1978. No federal funds were spent under
either authorization.
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The 1980 Extension

The State and Local Fiscal PALsbiO96axntcen ded NAme ndn
general revenue sharing program throug# Septembe
According to the House report accompanying act,

as a means of helping to balance the Federal budgetCommittee believes that State
governments are better able to adjust to the discontinuance of revenue sharing allocations
than local government3.

Until the 1980 Atchir dpopfi otxheanaGRI ygommet s had been
The 198@cMdaced the-tGRF dgmaBths SBY dndtamd to §4.
only local governmeidlabllrecei ved the grants (see

In addition to continuing GRS for local gover nme
a“‘countercyclicalt a@sbe sttraingge ppad ghryammat i onal econ
purpose of the program was It ogopvreorvnimleen tass sdiusrtianngc e
recessions. To achieve this, the program authori
1982, and 1983, subject to the trigger mechanisrt
the legislation:

funding would be triggeredvhen the national economy has experienced two
consecutive quarterly declines in both real gross national product and real wages and
salaries [emphasis added] (that is, corrected for inflation). Once a recession has been
confirmed by these declines, fundewld be provided for each recession quarter in relation

to the severity of the recession. The program would be funded at a rate of $10 million for
each ondenth percentage point decline in real wages and salaries measured from the pre
recession basethe aserage of the real wages and salaries for the two quarters preceding
the decline. The amount of money allocated in any one quarter would be limited to $300
million.

After setting aside 1% of the funds for Puerto I
Islands, the remaining funds would theomntteg split

aré&dhe relative size of payments to states and c
severity of the economic dowhdubae ddj uadisaed abypath
tax effort The greater the effort, the greater
Apparently, the trigger threshold was mnever cros
countercyclical fTalklaldb cAl oswi stepmad sprtdhgr aam.art er |
real wage and real GNP for the second quarter of
time perioflasblklaper tdhe three federal fiscal year:
aut horized plus the two quarters before the firs

quat er time frame reported below, there were nev
GNP and real wage declined from the previous qua

30The 1980 legislation did provide for GRS grants for states if the state reduced other categorical fedenalajdants
by an amount equal to the GRS grdtgsentially, states had the option of changing categorical aid into general
assistance.

31U.S. Congress, House Government Operations Committee, Report to accéfriRaig12 H.Rept. 961277, 96
Cong., Sept. 4, 1980. (Washington: GPO, 1980), p. 6.
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Table A -1. Change in Real GNP and Real Wages, 1980: Q2 to 1983:Q4
(Bold horiontal lines mark federal fiscal years.)

Period Real GNP Real Wage

1980: Q2 -2.11% -1.30%
1980: Q3 -0.23% 1.00%
1980: Q4 1.53% 0.30%
1981: Q1 2.01% -1.20%
1981: Q2 -0.75% -0.20%
1981: Q3 1.24% -1.10%
1981: Q4 -1.05% 0.20%
1982: Q1 -1.73% -0.10%
1982: Q2 0.55% -0.90%
1982: Q3 -0.67% 0.10%
1982: Q4 -0.03% 1.70%
1983: Q1 1.14% -0.50%
1983: Q2 2.40% 1.20%
1983: Q3 1.78% 0.50%

Source: CRS calculations based on quarterly data from the U.S. Department of Commerce, Bureau of Economic
Analysis anthe U.S. Department of Labor, Bureau of Labor Statistics.
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tendency of State and Local governments to rely on relatively tieelasenue sources,
such as local property taxes, has limited their flexibility in responding to fiscal problems.
To assist local governments in meeting the needs of their communities in a time of fiscal
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stringency, the Committee amendment extends thergkrevenue sharing program for
three years?

final extension provided the same amount
ion) in three equal annual installments o
i veld gboyvelroncmme nt s from 1977 through 1980. The
nded. The GRS program ended September 30, 19

o o —
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